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PRINCIPLES,  &c. 


Copies  of  all  the  Correspondence  between  His  Majesty's  Go- 
vernment, and  the  Governor  and  Company  of  the  Ba7ik  of 
England,  on  the  Subject  of  the  proposed  Renewal  or  Extension 
of  the  Bank  of  England  Charier.  Ordered  to  be  printed,  9th 
May,  1822.     Pari.  Paper,  No.  316. 

In  this  great  kingdom,  which  has  taken  the  lead  among  the  na- 
tions in  the  march  of  intelligence,  science,  and  art,  some  things 
have  sprung  up  more  absurd  than  are  to  be  found  in  any  other 
country.  We  pay  our  apothecaries  by  the  medicines  they  send 
us,  and  thus  make  it  necessary  for  them  to  pour  their  stuff  down 
our  throats,  in  order  that  they,  and  not  we,  may  live.  We  give 
our  architects  and  surveyors  a  per  centage  upon  the  sums  ex- 
pended upon  the  erection  and  repair  of  our  buildings,  and  thus 
make  it  their  interest  to  spend,  and  not  to  save,  our  money. 
But  it  is  not  merely  to  modes  and  customs  which  have  grown  up 
among  us  that  this  observation  applies.  We  have  established 
absurdities  by  act  of  parliament.  Among  other  things,  our  le- 
gislature has  said,  that,  so  long  as  the  charter  of  the  Bank  of 
England  endures,  no  other  bank  shall  be  established  by  act  of 
parliament  in  England  *,  and  that  not  more  than  six  bankers 
shall   be  in   partnership  together  -f-.     It  has  farther  said,  that 

•  8  and  9  Wil.  III.  c  20,  sect.  28. 
t  6  Anne,  c.  22,  sect.  9. 
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there  shall  be  only  two  companies  for  the  purpose  of  effecting 
marine  insurances  *  ;  and  it  has  moreover  restrained  the  esta- 
blishment of  all  joint  stock  companies  \ 

It  is  now  our  purpose  to  inquire,  how  it  has  come  to  pass  that 
regulations  have  been  made  so  contrary  to  what  might  have  been 
expected  in  a  commercial  country,  and  to  show  how  they  may 
be  altered,  not  only  without  injury,  but  with  advantage  to  ex- 
isting interests. 

The  Bank  of  England  owed  its  establishment  to  the  necessi- 
ties of  the  state.  An  abortive  attempt  was  made  to  establish  a 
bank  in  London  in  the  jear  1683  +.  Mr.  William  Paterson,  the 
projector  of  the  Bank  of  England,  began  his  labours  in  the  year 
1691  §,  but  did  not  succeed  in  their  accomplishment  until  the 
year  1694.  In  that  year,  a  commission  was  authorized  to  be 
issued  under  the  Great  Seal,  to  give  authority  to  persons  to 
be  thereby  appointed,  to  receive  voluntary  subscriptions  for 
L.1,200,C00  (part  of  L.1,500,000  to  be  raised  for  the  pubhc 
service)  to  be  paid  into  the  receipt  of  the  Exchequer  ||,  in  consi- 
deration of  which  the  subscribers  were  to  receive  an  annuity  of 
L,.l 00,000  per  annum,  being  interest  at  the  rate  of  L.8  per  cent, 
or  L.96,000,  and  L.4000  per  annum  for  management ;  and  their 
majesties  were  authorized,  by  letters  patent,  to  incorporate  the 
contributors  by  the  name  of  "  The  Governor  and  Company  of 
««  the  Bank  of  England,"  with  the  power  "  of  dealing  in  bills  of 
exchange^  or  buying  and  selling  bullion,  gold,  or  silver,  or  selling  any  goods, 
wares,  or  merchandize  whatsoever,  which  shall  really  or  bonajide  be  left  with 
the  said  corporation  for  money  lent  and  advanced  thereon,  and  which  shall 
not  be  redeemed  at  the  time  agreed  on,  or  within  three  months  after  i[." 

No  exclusive  privilege  was  granted  to  the  Bank  at  its  first 
establishment ;  but  three  years  afterwards,  when  it  was  enabled 
to  enlarge  its  capital  by  receiving  farther  subscriptions  **,  it  was 
provided,  "  that  during  the  continuance  of  the  Governor  and 
Company  of  the  Bank  of  England,  no  other  bank,  or  other  corporation,  so- 
ciety, fellowship,  company,  or  constitution  in  the  nature  of  a  bank,  shall  be 
erected  or  established,  permitted,  suffered,  countenanced,  or  allowed,^  by  act 
of  parliament,  within  this  kingdom  tf."  But  "  some  corporations,  by  co- 
lour of  the  charters  to  them  granted,  and  other  great  number  of  persons,  by 

•  6  Geo.  I.  c.  18.  t  ^bid.  sect.  18. 

J  Anderson's  Com.  vol.  ii.  p.  612.  Macpbersoii's  edit.  §  Ibid.  p.  657. 

li  5  VVil.  and  Mary,  c.  20,  sect.  19. 

<if  Ibid,  c  20,  sect.  21.  and  28. 

**  8  and  9  Wil.  III.  c.  20,  sect.  20.  The  Bank  has  at  different  times  permanent- 
ly advanced  to  the  state  £14,686,800,  and  it  has  raised  by  calls  and  subscriptions 
sums  to  the  amount  of  £10,870,000.  These  constitute  the  capital  upon  which  it 
carries  on  its  business. 

tf  8  and  9  Wil.  III.  c.  20,  sect.  28. 
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pretence  of  deeds  or  covenants,  united  together,  having  presumed  to  bor- 
row great  suras  of  money,  and  therewith  (as  is  said)  contrary  to  the  intent 
of  the  said  act,  to  deal  as  a  bank,  to  the  apparent  danger  of  the  established  cre- 
dit of  the  kingdo?n,'"it  was  enacted,  that  "  during  the  continuance  of  the  Go- 
vernor and  Company  of  the  Bank  of  England,  it  shall  not  be  lawful  for  any 
body,  politic  or  corporate,  whatsoever,  erected  or  to  be  erected,  other  than 
the  said  Governor  and  Company  of  the  Bank  of  England,  or  for  other 
persons  whatsoever,  united,  or  to  be  united,  in  covenants  or  partnership,  ex- 
ceeding the  number  of  six  persons,  in  that  part  of  Great  Britain  called  Eng- 
land, to  borrow,  owe,  or  take  up,  any  sum  or  suras  of  money  on  their  bills  or 
notes,  payable  at  demand,  or  at  less  time  than  six  months  from  the  borrow- 
ing thereof  *." 

It  thus  appears,  that  within  fourteen  years  after  the  establish- 
ment of  the  Bank  of  England,  this  institution,  which  was  opposed 
by  the  leading  interests  in  the  country  at  the  time,  and  upon  the 
propriety  of  which  the  privy  council  long  doubted -|-,  became,  in 
the  opinion  of  the  legislature,  identified  with  the  credit  of  the 
kingdom.  This  impression  is  not  surprising,  seeing  the  sub- 
scribers, upon  whose  contributions  the  Bank  was  established,  ad- 
vanced their  money  to  government  at  L.8  per  cent,  when  the 
public  revenue  was  anticipated  to  other  lenders  at  a  discount  of 
L.20,  L.30,  and  even  L.40  per  cent,  and  so  great  was  the  diffi- 
culty of  raising  the  annual  supplies,  "  that  the  ministry  were 
obUged  to  stoop  to  solicitations  to  the  London  Common  Council  for  borrow- 
ing only  one  or  two  hundred  thousand  pounds  at  a  time  on  the  first  pay- 
ments on  the  land  tax,  as  particular  councilmen  did  to  the  private  inhabit- 
ants in  their  respective  wards,  going  from  house  to  house  for  the  loan  of 
money  t-'' 

The  Bank  raised  the  public  credit  by  taking  up  exchequer 
tallies,  which,  in  1G96,  were  at  a  discount  of  40,  50,  and  even 
60  per  cent.  8  and  by  enabling  the  government  to  issue  ex- 
chequer bills,  for  the  circulation  of  which,  however,  it  charged  a 
very  good  premium,  namely  4|  per  cent.  ||  In  this  manner  the 
bank  unquestionably  contributed  greatly  to  raise  the  public  cre- 
dit. But  Mr.  Godfrey,  the  able  second  of  Mr.  Paterson  in  the 
institution  of  this  great  establishment,  had  a  more  just  concep- 
tion of  its  usefulness.  In  his  Brief  Account  of  the  intended 
Bank  of  England,  (1694,)  he  observes,  "  If  the  bank  can  circu- 
"  late  their  foundation  of  L.  1,200,000,  without  having  more 
"  than  L.300,000  lying  dead  at  one  time  with  another,  the  said 
"  bank  will  be  in  effect  as  L. 900,000  fresh  money  brought  into 

•  G  Anne,  c.  23,  sect.  9. 
■j-  Anderson's  Hist,  of  Com.  vol.  ii.  p.  657. 

$  Conferences  on  the  Public  Debts  by  the  Wednesday'^  Club  in  Friday  Street, 
noticed  in  Anderson's  Hist,  of  Com.  vol.  ii.  p.  657. 

§  James  I'ostlethwait's  Hist,  of  the  Public  Ilevenue,  p.  301. 
H  6  Anne,  c.  15.  and  7  Anne,  c.  7. 
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«'  the  nation."  This  is  the  leading  operation  and  effect  of  all 
banking  establishments  that  issue  paper  money.  In  the  trans- 
actions of  life,  money  is  chiefly  of  use  in  two  ways:  1st,  Asa 
measure  of  exchangeable  value  ;  2d,  As  the  means  of  putting  the 
labour  and  capital  of  a  country  in  motion.  A  paper  currency, 
at  all  times  convertible  into  gold  or  silver  at  the  option  of  the 
holder,  accomplishes  both  of  these  purposes. 

By  being  always  convertible  into  gold  or  silver  at  the  option 
of  the  holder,  it  must  always  be  of  equal  value  with  gold  or  sil- 
ver ;  and  so  long  as  it  continues  of  equal  value  with  gold  or  sil- 
ver, it  performs  equally  well  the  operations  of  putting  the  la- 
bour and  capital  of  the  country  in  motion.  In  this  respect,  it 
has  been  compared  to  a  wheel  by  Adam  Smith,  who  observes  *, 
"  When  paper  is  substituted  in  the  room  of  gold  and  silver  money,  the 
quantity  of  the  materials,  tools,  and  maintenance,  which  the  whole  circu- 
lating capital  can  supply,  may  be  increased  by  the  whole  value  of  the  gold 
and  silver  which  used  to  be  employed  in  purchasing  them.  The  whole  va- 
lue of  the  great  wheel  of  circulation  and  distribution  is  added  to  the  goods 
which  are  circulated  and  distributed  by  means  of  it.  Circulation  comes  thus 
to  be  carried  on  by  a  new  wheel,  which  it  costs  less  both  to  erect  and  to 
maintain  than  the  old  one  t." 

While,  by  means  of  a  paper  currency,  the  value  of  the  gold 
and  silver  formerly  necessary  to  put  in  motion  the  labour  and 
capital  of  the  country,  may  thus  be  added  to  that  capital,  and 
may  thus  itself  become  a  circulated  in  place  of  continuing  a  cir- 
culating capital,  no  regulation  is  necessary  to  prevent  its  abuse, 
but  the  condition  that  it  be  always  convertible  into  gold  or  silver 
at  the  option  of  the  holders  J,  because  "  the  whole  paper   mo- 

*  "Wealth  of  Nations,  vol.  i.  p.  441.  f  Ibid.  vol.  i.  p.  434. 

$  It  has  been  deemed  proper  in  England  to  restiain  the  issue  of  notes  under  £5  '• 
This  restraint  was  superseded  during  the  period  of  the  bank  restriction  2,  and  notes  un- 
der £5  may  continue  to  be  issued  until  two  years  after  the  period  assigned  for  its  conti- 
nuance^. We  agree  that  no  notes  should  be  issued  under  £1  ;  but  we  do  not  see 
any  good  reason  why  the  value  of  the  gold,  which  the  £1  notes  supply,  should  not  conti- 
nue a  part  of  the  circulated,  in  place  of  becoming  a  part  of  the  circulating  capital.  To 
■withdraw  such  amount  from  the  circulated  capital,  will  be  to  diminish  to  this  amount 
the  means  of  employing  productive  industry,  already  diminished  by  the  resumption  of 
cash  payments,  and  the  non-issue  of  notes  under  £5  by  the  bank.  The  main  cause 
urged  for  the  limitation,  is  the  number  of  forgeries  of  small  notes.  But  it  is  remark- 
able, that  the  forgeries  of  such  notes  were  chiefly  of  thoise  issued  by  the  Bank  of 
England.  A  population  so  dense  and  various  as  that  of  London,  gives  peculiar  faci- 
lities for  the  uttering  of  such  forged  notes.  But  we  question  whether  the  uttering  of  forg- 
ed sovereigns  will  not  soon  be  found  equal  to  the  uttering  of  forged  £1  notes.  Such  a 
regulation  is  of  no  use,  in  order  to  keep  so  much  gold  and  silver  in  the  country  as 
the  issue  of  £1  notes  might  amount  to  ;  for,  in  the  usual  and  accustomed  course  of 

'  15G.  III.  c.  51.     17  Geo.  III.  c.  30.     48 Geo.  III.  c.  88. 
2  37  G.  III.  c.  39  and  61.     38  G.  Ill,  c,  7. 
»56  G.  III.  c.  21. 
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ney  of  every  kind,  which  can  easily  circuhte  in  any  country,  nerer  can 
exceed  the  value  of  the  gold  and  silver,  of  which  it  supplies  the  place,  or 
which  (the  commerce  being  supposed  the  same")  would  circulate  there  if 
there  was  no  paper  money.  Should  the  circulating  paper  at  any  time  exceed 
that  sum,  as  the  excess  could  neither  be  sent  abroad  nor  be  employed  in  the 
circulation  of  the  country,  it  must  immediately  return  upon  the  banks  to  be 
exchanged  for  gold  and  silver  *." 

Though  it  is  now  generally  admitted  that  paper  money,  issued 
by  persons  of  undoubted  credit,  payable  upon  demand,  without 
any  condition,  and  paid  as  soon  as  demanded,  is  in  every  respect 
equal  in  value  to  gold  and  silver,  since  gold  and  silver  can  at 
any  time  be  had  for  it,  yet  it  has  been  supposed  that  paper  money, 
by  augmenting  the  quantity,  and  consequently  diminishing  the 
value,  of  the  whole  currency,  necessarily  augments  the  money 
price  of  commodities.  But  it  has  been  well  observed  by  Adam 
Smith-}-,  "  As  the  quantity  of  gold  and  silver  which  is  taken 
"  from  the  currency  is  always  equal  to  the  quantity  of  paper 
"  which  is  added  to  it,  paper  money  does  not  necessarily  in- 
"  crease  the  quantity  of  the  whole  currency." 

The  increase,  in  any  country,  of  a  paper  currency,  at  all  times 
equal  in  value  to  that  of  gold  and  silver,  operates  no  otherwise 
than  an  increase  of  gold  and  silver  from  the  mines  operates.  The 
quantity  of  all  the  gold  and  silver  in  the  world  is  thereby  so 
much  increased,  and  consequently  its  value  is  so  much  diminish- 
ed. But  this  is  a  consequence  of  the  increase  which  does  not 
afPect  the  country  in  which  it  takes  place  more  than  any  other 
country,  while,  by  means  of  the  additional  capital  thus  derived 
to  the  country  in  which  the  increase  takes  place,  so  much  more 
labour  is  employed,  and  so  many  more  commodities  are  produced. 
If  an  increase  of  paper  currency,  equal  in  value  to  gold  and  sil- 
ver, were  to  have  the  effect  of  raising  the  price  of  commodities, 
so  any  contrivance  by  which  gold  and  silver  are  superseded  would 
have  a  similar  effect.  Such,  therefore,  should  be  the  consequence 
following  from  the  Clearing  House  in  London,  by  which  a  few 

things,  the  £1  notes  are  of  equal  use  and  value  with  such  gold  and  silver;  and  if,  by 
the  rise  of  any  panic,  the  public  should  again,  as  heretofore,  suddenly  demand  gold  and 
silver  for  bank  or  bankers'  paper,  the  amount  of  such  gold  and  silver  so  kept  in  the 
country  by  means  of  the  non-issue  of  £1  notes,  bearing  only  a  small  proportion  com- 
pared to  the  amount  of  the  paper  currency,  could  not  afford  the  means  of  satisfying  the 
demand  consequent  upon  such  panic. 

*  Wealth  of  Nations,  vol.  i.  p.  4 IS.  If,  as  during  the  period  of  the  bank  restric- 
tion, banking  companies  shall  be  enabled  to  issue  paper  without  being  liable  to  pay  it 
in  gold  or  silver,  and  there  siiull  be  an  over  issue  of  paper,  the  consequence  is,  that  the 
paper  over-issued  not  being  returnable  forgold  and  silver  to  the  banking  companies  by 
whom  it  is  issued,  its  value  falls  in  proportion  to  the  over-issue,  and  it  brings  down  the 
value  of  the  coin  which  may  circulate  along  with  it.  JVloreover,  there  ceases  to  be  any 
standard  of  value;  and  the  leading  use  of  money,  as  a  measure  of  exchangeable  v»lue, 
is  thus  de-stroyed. 

t    Vol.  i.  p.  +90. 
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thousand  pounds  are  made  to  effect  the  payment  of  as  many 
millions ;  and  the  system  of  paying  by  checks,  by  which  pay- 
ments are  effected  without  any  money  whatever ;  but  no  one, 
for  one  moment,  can  suppose  that  this  system,  by  which  money 
is  so  much  economised,  has  the  least  tendency  to  raise  the  price 
of  commodities  *. 

The  legislature  should  raise  no  obstacle  to  the  establishment 
of  institutions  which  increase  the  means  of  employing,  and,  con- 
sequently, of  increasing,  national  industry,  and  which  can  never 
be  attended  with  harm,  provided  the  paper  issued  by  them  is  at 
all  times  convertible  into  gold  or  silver  at  the  option  of  the  hold- 
er. It  has  interposed  no  obstacle  to  the  establishment  of  such 
institutions  in  Scotland  -f  ;  and  hence,  in  that  country,  both  the 
establishments  themselves,  and  the  paper  which  they  issue,  are 
of  a  much  higher  character  than  those  in  England — the  Bank 
of  England,  in  one  respect,  not  even  excepted.  Though  the 
notes  of  the  Bank  of  England  are  received  as  money  in  every  part 
of  England,  yet  the  circulation  of  its  notes  is  principally  confined 
to  London  and  its  immediate  neighbourhood  ;  and  the  notes  of 
country  bankers  in  England  have  a  circulation  only  within  a  cer- 
tain distance  of  the  place  in  which  they  are  issued.  But  the 
notes  of  all  banking  companies  in  Scotland  are  not  only  received 
as  money  in  every  part  of  Scotland,  but  circulate  as  money  in 
any  part  of  Scotland.  Banking  is  there  also  carried  on  as  a 
substantive  business — the  partnership  carrying  on  which  is  en- 
gaged in  no  other  trade,  and  (with  the  exception  of  joint  stock 
companies,  of  which,  without  any  charter  of  incorporation,  there 
are  more  than  one  where  there  are  upwards  of  one  hundred 
share-holders,)  even  the  partners  concerned  in  such  banking  es- 

*  All  bills  of  exchange  in  London  are  accepted  payable  at  a  banker's.  Clerks  from 
every  backing  house  in  London  assemble  every  day,  between  the  hours  of  two  and 
five,  at  a  house  in  the  city,  called  the  Clearing  House,  bringing  with  them  the  ac- 
ceptances held  by  their  different  houses,  between  whom  the  account  is  stated,  each 
settling  off  against  the  other  the  different  acceptances  payable  at  each.  The  balance 
thus  settled  alone  is  paid,  which,  perhaps,  may  not  amount  to  one  hundredth  part  of 
the  bills  of  exchange,  the  amount  of  which  is  thus  satisfied.  With  regard,  again,  to 
occasional  payments,  every  sum  of  or  above  £5  is  paid  by  a  check  upon  a  banker.  The 
person  receiving  this  check  writes  the  name  of  his  banker  across  it.  The  clerk  of  his 
banker,  to  whom  it  is  paid  in,  carries  it  next  day  to  the  Clearing  House,  where  it  is 
settled  for  in  the  manner  above  staled.  This  is  the  result  of  confidence,  arising  from 
character,  in  the  course  of  dealing.  It  is  a  most  beautiful  system,  strengthening  the 
integrity  from  whence  it  has  sprung,  and  facilitating  all  business  transactions. 

+  There  are  three  chartered  banks,  and  twenty-seven  other  banking  companies  in 
Scotland,  some  of  which  last  contain  more  than  100  partners.  But  the  extent  of  the 
trade  of  banking  in  Scotland  is  not  to  be  judged  of  by  the  number  of  its  establish- 
ments merely.  All  the  chartered  companies,  and  many  of  the  joint  stock  companies, 
liave  branches  in  every  town  of  any  note  in  Scotland,  at  each  of  which  branches  the 
business  is  carried  on  ?vs  at  the  parent  establishment. 
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tablishments  are  rarely  concerned  in  any  other  business  *  ;  and 
Avhere  they  are  so  concerned,  they  receive  no  accommodation 
which  any  other  person  will  not  receive  with  equal  securities. 
But  in  England,  a  banking  company  that  issues  notes,  is  fre- 
quently estabhshed,  not  so  much  for  the  purpose  of  making 
money  in  their  character  of  bankers,  as  for  the  purpose  of 
making  money  by  some  other  trade,  to  which  the  banking  esta- 
blishment is  made  subsidiary.  Farther,  from  the  course  of 
transacting  business  in  Scotland,  it  is  impossible  for  a  banking 
company,  without  a  capital  more  than  equal  to  its  issues,  to 
stand  its  ground  even  for  a  single  day.  This  consequence  arises 
from  two  causes.  1.  The  one  ah-eady  mentioned,  namely,  that 
in  order  to  circulate  at  all,  its  notes  must  circulate  in  every  part 
of  Scotland ;  and  they  must,  therefore,  be  taken  in  payment  by 
all  the  other  banking  establishments,  with  whom  it  must  make 
arrangements  for  this  purpose.  Though  such  establishments 
will  refuse  to  take  in  payment  the  notes  of  any  company  not 
equal  to  its  issues,  yet  they  will  not  venture  to  do  so,  if  it  be 
composed  of  partners  known  to  be  equal  to  such  issues,  because, 
in  such  case,  the  public  may  take  part  with  the  injured  company, 
which  may  thus  secure  a  larger  share  of  the  general  circulation 
of  the  country  than  it  otherwise  could  command.  2.  Every 
banking  company  in  Scotland  grants  cash  credits ;  that  is,  upon 
a  bond  being  granted  by  an  individual,  or  partnership,  with  suf- 
ficient sureties,  it  allows  such  individual,  or  partnership,  to  draw 
upon  it,  from  time  to  time,  to  a  certain  amount,  mentioned  in 
the  bond,  in  the  same  manner  as  if  a  sum  to  this  amount  had 
been  deposited  in  its  hands  ;  and  to  replace  sums  so  drawn  from 
time  to  time,  by  paying  sums  to  the  bank  granting  the  credit, 
as  upon  a  deposit  account,  charging  the  creditor  five  per  cent, 
upon  the  sums  drawn  by  him,  and  allowing  him  L.3  per 
cent,  if  at  any  time  there  should  be  a  deposit  upon  his  cash 
credit. 

As  the  operation  of  a  paper  currency  is  to  displace  the  gold 
and  silver  which  would  otherwise  be  in  circulation,  and  to  add 
its  amount  to  the  circulated  capital  of  the  country,  so  the  effect 
of  such  cash  credits  is  to  enable  individuals,  or  partnerships,  to 
whom  they  are  granted,  to  add  to  the  capital  which  they  employ 
in  trade  a  sum  equal  to  the  amount  of  the  credit,  which  they 
must  otherwise  have  kept  in  deposit  with  a  banker. 

Mr.  llicardo,  however,  docs  not  understand  the  advanta- 
ges spoken  of  by   Adam    Smith,  which  are — "  derived  by  mcr- 

*  Of  the   I'crth   and    Aberdeen    Banking  Companies,  which   arc  the  largBSt  join 
stoik  companies  in  Scotland,  tlie  share  holders  arc  cliicflv  proprietor!  of  land. 
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chants  from  the  superiority  of  the  Scots  mode  of  aflfbrding  accommo- 
dation to  trade,  by  means  of  cash  accounts.  These  cash  accounts  (as 
stated  by  him)  are  credits  given  by  the  Scots  banker  to  his  customers, 
in  addition  to  the  bills  which  he  discounts  for  them ;  but  as  the  banker, 
in  proportion  as  he  advances  money,  and  sends  it  into  circulation  in  one 
way,  is  debarred  from  issuing  so  much  in  the  other,  it  is  difficult  to 
conceive  in  what  the  advantage  consists.  If  the  whole  circulation  will  bear 
only  one  million  of  paper,  one  million  only  will  be  circulated ;  and  it  can 
be  of  no  real  importance,  either  to  the  banker  or  merchant,  whether  the 
whole  be  issued  in  discounting  bills,  or  a  part  be  so  issued,  and  the  re- 
mainder be  issued  by  means  of  these  cash  accounts  *." 

But  Mr,  Ricardo  here  forgets  that  money  may  be  advanced 
to  an  individual  upon  a  cash  account,  before  he  has  a  bill  to  dis- 
count, and  to  persons  who  have  no  bills  to  discount ;  and  he  does 
not  advert  that  these  cash  credits  operate  in  the  nature  of  a  loan, 
in  the  most  easy  and  beneficial  manner,  to  the  person  who  re- 
ceives it.  It  is  true  they  also  enable  a  banking  company  to  cir- 
culate its  notes,  and  often  in  the  most  beneficial  manner ;  for 
where  such  cash  credits  are  granted  to  master  artizans  and  ma- 
nufacturers, the  notes  received  by  the  grantees  of  the  credit  are 
paid  away  by  them  to  their  workmen,  who  again  exchange  them 
with  the  baker  and  the  butcher,  and  the  other  persons  who  fur- 
nish the  articles  of  consumption  which  they  require  -f*.  Cash 
credits   thus  afford  the  means  of  circulating;  the  notes  of  the 

1  1    • 

banking  company  by  whom  they  are  granted,  in  a  manner 
separate  and  distinct  from  notes  issued  upon  discounts.  We 
consider  these  cash  credits  as  most  useful  in  two  respects  : 
1.  As  enabling  a  man  of  prudence  and  integrity,  without 
much  capital,  to  increase  that  capital  by  means  of  the  secu- 
rity of  friends  who  are  desirous  to  promote  his  interest,  and 
rely  upon  his  character  and  integrity  to  keep  them  harmfree. 
They  thus  operate  as  an  encouragement  to  well-doing.  2.  In 
obliging  banking  companies  to  depend  upon  their  own  capital, 
and  not  to  trust  to  the  capital  which  may  be  entrusted  to  them 
by  means  of  deposits  for  carrying  on  their  business.  The  estab- 
lishment of  cash  credits  thus  tends  to  restrain  improper  persons 
from  taking  up  the  trade  of  banking,  and  to  save  the  country 
from  loss  in  the  event  of  their  failure.  If  a  banker  fails,  with  a 
large  amount  of  deposits  in  his  hands,  he  is  not  only  ruined  him- 
self, but  injures  severely  a  number  of  others.  But  if  a  banker, 
without  deposits,  fails,  he  hurts  no  one  beyond  the  amount  of 
his  notes  that  may  be  held  by  others,  which  seldom  is  very  great 
in  the  hands  of  any  one  individual.     Such  has  been  the  stability 

*  Prin.  of  Pol.  Econ.  p,  439. 

^  Such  cash  credits  cannot  exist,  unless  bankers  are  enabled  to  issue  £1  notes^ 
.  which  bankers  in  Scotland  arc  enabled  to  do,  by  5  Geo.  IH.  cap.  49,  sect.  7. 
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of  banking  establishments  in  Scotland,  that,  since  the  institution 
of  the  Bank  of  Scotland,  in  the  year  1095,  four  banking  compa- 
nies only  have  stopped  payment ;  all  of  whom  paid  their  credit- 
ors in  full  with  one  exception,  where  nearly  twenty  shillings  in 
the  pound  also  were  paid. 

With  the  experience  of  the  benefits  which  such  banking  estab- 
lishments have  conferred  upon  Scotland,  we  are  desirous  that 
such  benefits  should  be  extended,  by  means  of  similar  establish- 
ments, to  England.  For  this  purpose,  it  will  only  be  necessary 
to  repeal  the  provision,  that  not  more  than  six  bankers  shall  be 
in  partnership  together,  and  to  allow  as  many  persons  as  may 
think  proper,  to  join  together  in  a  banking  establishment,  sub- 
ject to  the  condition  that  they  shall  annually,  as  at  present,  take 
out  a  license,  in  which  the  name  of  every  partner  shall  be  insert- 
ed, and  that  it  shall  not  be  lawful  to  plead  an  abatement  to  any 
action  brought  against  the  persons  whose  names  shall  appear  in 
such  license,  though  some  one  or  more  of  them  may  cease  to  be 
partners,  and  even  though  some  other  or  others  should  become 
partners  before  judgment  shall  be  obtained. 

If  London,  and  the  district  around  it,  in  which  the  notes  of 
the  Bank  of  England  circulate,  shall  be  excepted  from  this  re- 
peal, that  bank  cannot  be  injured,  but  will  be  benefited  by  such 
repeal.  It  cannot  be  injured,  because  its  circulation  will  be  pre- 
served to  it.  It  will  be  benefited,  because,  in  proportion  as  bank- 
ing establishments  shall  be  increased  by  means  of  the  repeal,  so 
many  more  of  the  notes  of  the  Bank  of  England  will  be  required 
to  remain  in  their  coffers,  as  a  fund  to  answer  demands  in  place 
of  gold  and  silver ;  and  in  proportion  as  the  general  trade  and 
commerce  of  the  kingdom  shall  be  increased  by  means  of  such 
establishments,  so  also  will  the  trade  and  commerce  of  the  city 
of  London,  by  which  the  circulation  of  the  Bank  will  conse- 
quently be  also  increased. 

Other  banking  estabhshments  will  not  be  injured  :  on  the 
contrary,  they  will  be  benefited  by  the  repeal ;  because  the  busi- 
ness of  banking  will  be  thereby  increased,  and  they  will  have 
their  share  of  the  increase.  Many  of  them  (perhaps  all  of  them) 
will  find  it  necessary  to  increase  the  number  of  their  partners, 
and  to  improve  the  manner  of  their  doing  business  ;  but  their 
present  will  form  the  nidus  of  their  improved  establishments, 
which  will  give  existing  establishments  a  considerable  advantage 
over  others  yet  to  be  formed. 

A  question  here  presents  itself.  Upon  the  repeal,  should 
Bank  of  England  notes  be  declared  a  legal  tender  ?  We  object 
to  such  declaration  on  two  grounds:  1.  Becaubc,  notwithstanding 
the  juit  confidence  placed  in  Bank  of  England  paper,  we  hcpy 


10  Banking  Esiahlishments. 

to  see  the  paper  of  other  banking  establishments  receive  equal 
confidence,  inasmuch  as  they  will  be  better  conducted  *.  2.  Be- 
cause the  obligation  to  provide  gold  and  silver,  when  there  shall 
be  a  demand  tor  it,  will  be  more  immediately  thrown  upon  the 
Bank  of  England,  which  they  should  only  share  with  the  other 
banking  establishments.  In  ordinary  times,  when  the  affairs  of 
the  country  proceed  in  their  usual  and  accustomed  course,  there 
will  be  little  demand  for  gold  or  silver,  as  money ;  and  it  may 
be  supposed  that  if  Bank  of  England  notes  shall  be  declared  a 
legal  tender,  other  banking  establishments  will  keep  in  their  cof- 
fers, to  answer  contingencies,  Bank  of  England  notes ;  whereas,  if 
Bank  of  England  notes  shall  not  be  declared  a  legal  tender,  they 
will  place  in  their  coffers  gold  and  silver  to  the  amount  which,  in 
the  former  case,  would  be  occupied  by  Bank  of  England  notes. 
The  interest  of  the  public  is  to  be  consulted  before  the  inte- 
rest of  the  Bank,  even  though  such  should  be  the  case  :  but  this 
consequence  will  not  happen  ;  for  though  bank  notes  shall  not  be 
declared  a  legal  tender,  the  sum  which  other  banking  establish- 
ments will  keep  by  them,  will  still  be  chiefly  in  Bank  of  England 
notes,  by  reason  of  the  greater  facility  of  procuring  them,  and 
the  greater  ease  with  which  they  may  be  transmitted  from  place 
to  place.  In  ordinary  times,  Bank  of  England  paper  will,  on 
this  account,  be  preferred  to  gold  and  silver ;  and  in  extraordi- 
nary times,  when  gold  and  silver  may  be  required,  the  quantity 
of  gold  and  silver  which  any  banking  establishment  could  keep 
in  its  coffers  would  go  but  a  short  way  to  answer  the  demands 
made  upon  it  for  gold  and  silver,  which  might  be  equal  to  the 
amount  of  its  issues.  Nor  in  such  case  would  notes  of  the  Bank 
of  England  answer  its  purpose  better  than  government  securities, 
or  other  securities  immediately  convertible  into  money.  It  may 
be  impossible  to  estimate  the  amount  of  the  paper  of  other  bank- 
ing establishments  at  any  time  in  circulation  ;  but  at  all  times 
the  aggregate  of  it  will  exceed  that  of  the  Bank  of  England.  If, 
contrary  to  the  usual  and  accustomed  course  of  dealing,  the  pub- 
lic should  suddenly  demand  gold  and  silver  in  place  of  paper 

*  The  Bank  of  England  has  the  vice  common  to  all  banking  establishments  in 
England.  It  does  not  follow  the  business  of  banking  as  a  substantive  trade.  It  is 
the  money  factor  or  agent  of  the  state,  and  a  very  useful  factor  it  is.  But  it  derives 
a  great  part  of  its  gains  from  the  profits  of  this  agency,  to  which,  therefore,  it  applies 
a  main  part  of  its  attention.  Its  Directors  bring  into  the  Board-room  the  habits  of 
acting  and  modes  of  thinking  incident  to  the  particular  line  of  business  followed  by  them, 
in  which  they  are  well  skilled,  to  the  exclusion  of  general  knowledge.  With  one  or  two 
exceptions,  all  of  them  who  have  been  examined  before  the  parliamentary  committees 
that  have  sat  from  the  year  1797,  down  to  that  which  preceded  the  introduction  of  Mr. 
Peel's  bill,  have  evinced  a  most  lamentable  ignorance  even  of  the  principles  which  go- 
vern exchanges  and  the  value  of  money. 
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money,  which  they  have  bedn  accustomed  to  receive,  neither  the 
Bank  of  England,  nor  other  banking  establishments,  could  im- 
mediately furnish  it,  because,  not  having  been  wanted  at  home, 
it  has  been  sent  abroad,  from  whence  they  must  have  time  to 
bring  it  back  :  and  the  obligation  to  bring  it  from  abroad  should 
be  cast  upon  the  Bank  of  England  no  more  or  otherwise  than 
upon  other  banking  establishments.  Let  them  all  be  liable  to 
be  called  upon  equally  for  gold  and  silver  for  the  notes  they  is- 
sue. This  constant  liability  is  absolutely  necessary  to  prevent 
their  paper  from  falling  in  value  below  that  of  gold  and  silver, 
and  bringing  down  the  value  of  the  coin  of  the  kingdom  with  it. 
Let  the  Bank  of  England  continue  to  be  the  only  chartered 
banking  establishment  in  England,  but  let  not  its  paper  be  put 
upon  any  other  footing  than  that  of  other  banking  establish- 
ments. From  its  being  the  only  chartered  establishment  allow- 
ed by  Act  of  Parliament,  this  circumstance  will  give  it  distinc- 
tion sufficient ;  and  this  distinction  will  do  it  no  harm  :  but  the 
consequences  of  any  other  distinction  given  to  its  paper  will  only 
recoil  upon  itself. 

Our  object  in  these  suggestions  is  to  bring  home  to  the  dwell- 
ing of  every  Englishman  the  benefits  resulting  from  well  con- 
ducted banking  establishments.  The  Bank  Restriction  Act,  in 
some  measure,  produced  this  effect ;  but  it  also  enabled  persons, 
as  bankers,  to  issue  notes  which  they  never  would  have  issued  at 
all,  if  they  had  conceived  themselves  liable  to  pay  them  in  gold 
and  silver  *  ;  and  it  induced  all  bankers  to  issue  a  larger  amount 
in  notes  than  the  currency  required,  to  the  depreciation  of  the 
currency,  and  the  increase  of  the  price  of  all  commodities ;  for, 
as  Mr.  Ricardo  has  observed  -j-,   "  a  circulation  can  never  be  so 

•  The  practical  operation  of  the  Bank  Restriction  Act  was  to  free  all  bankers  of  the 
obligation  to  pay  in  gold  and  silver.  But  that  act  exempted  only  the  Bank  of  Eng- 
land from  so  doing.  Every  banker,  and  every  other  person,  remained  liable  to  pay  in 
the  coin  of  the  realm.  It  is  true  that  a  person  could  not  be  arrested  on  mesne  process, 
or  held  to  bail,  who  offered  to  pay  in  notes  of  the  Bank  of  England.  But  after  judg- 
ment, he  might  have  been  compelled  to  pay  in  gold  or  silver.  The  Bank  llesttiction 
Act  did  not  extend  to  Scotland  Icgalbi,  though  it  did  practical/i/.  We  were  aware  of 
these  circumstances  at  the  time,  but  we  did  not  disclose  them  until  after  the  passing  of 
Mr.  Peel's  bill,  when  we  communicated  them  to  some  of  our  correspondents  who 
were  interested  in  them.  It  is  as  singular  as  it  is  fortunate,  that  this  discovery  was  not 
made  sooner.  It  might  have  destroyed  that  confidence  which  invigorates  and  enlarges 
commercial  enterprise  during  a  war  which  involved  our  existence,  for  the  due  prosecu- 
tion of  which  a  continuance  of  our  then  paper  system  was  absolutely  necessary,  though 
its  mischiefs  could  not  fail  to  be  perceived  by  those  upon  whom  tlie  duty  was  imposed 
of  raising  the  means  by  which  it  was  carried  on.  Tlie  extreme  danger  of  tampering 
witli  our  currency,  however,  thus  becomea  manifest ;  and  we  trust  that  it  will  never  be 
again  attempted  upon  any  account,  or  under  any  circumstances  whatever. 

f  Principles  of  Political  Economy,  p.  i22. 
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*f  abundant  as  to  overflow ;  for  by  diminishing  its  value,  in  the 
*'  same  proportion  you  will  increase  its  quantity,  and  by  in- 
*'  creasing  its  value  diminish  its  quantity."  A  paper  currency, 
however,  always  convertible  into  gold  or  silver,  at  the  option  of 
the  holder,  never  can  be  increased,  and  never  can  fall  in  value, 
but  as  gold  and  silver  are  increased,  and  fall  in  value.  We 
desire  to  bestow  upon  England  all  the  benefits  of  such  a  curr 
rency,  without  any  of  the  evils  that  have  heretofore  attended  it. 
By  Mr.  Peel's  bill  the  resumption  of  cash  payments  was  meant 
to  have  been  gradual,  and  the  ultimate  resumption  was  deferred 
until  the  1st  of  May,  1828.  But  the  Bank,  by  its  conduct, 
made  the  effect  instantaneous.  It  bought  great  quantities  of 
gold,  and  by  so  much  diminished  its  power  of  issuing  notes,  be^ 
sides  raising  the  value  of  gold  generally,  by  all  the  amount 
"which  it  stored  in  its  coffers.  In  round  numbers, its  circulation, be^ 
fore  the  passing  of  Mr.  Peel's  bill,  may  be  stated  at  L.28,000,000, 
and  its  present  circulation  at  L.  18,000,000.  The  withdraw- 
ing of  so  much  bank  paper  from  circulation  has  necessarily 
obliged  all  other  bankers  to  limit  their  issues  ;  and  the  obligation 
to  pay  in  gold  and  silver,  to  which  the  bank  has  already  practi- 
cally, but  not  legally,  subjected  itself  and.  them,  has  driven  a 
number  of  bankers  out  of  the  trade.  This  last  is  not  to  be  re- 
gretted, because  they  never  ought  to  have  been  in  it ;  but  the 
withdrawing  of  so  much  paper  from  circulation,  thus  hastily  and 
unnecessarily,  has  had  a  most  lamentable  consequence  upon  all 
classes  of  the  community,  by  the  sudden  fall  that  has  taken  place 
in  the  price  of  all  commodities.  Of  the  amount  of  paper  thus 
withdrawn  from  circulation  by  other  bankers,  it  is  impossible  to 
form  any  estimate,  except  from  the  amount  withdrawn  by  the 
Bank  of  England,  and  the  fall  that  has  taken  place  in  the  price 
of  all  commodities.  According  to  this  last,  the  amount  with- 
drawn by  other  bankers  must  have  been  greater  than  the  amount 
withdrawn  by  the  Bank  of  England.  Judging  from  the  market 
price  of  gold  in  England,  during  the  opei'ation  of  the  bank  re- 
striction, and  the  market  price  since,  the  proportion  of  paper 
that  should  have  been  withdrawn  should  not  have  exceeded  L.6 
per  cent. ;  but  the  amount  withdrawn  has  exceeded  L.35  per 
cent.  It  is  of  the  utmost  importance  to  every  interest  in  the 
state,  not  even  excepting  the  Bank  itself,  that  the  country  should 
be  relieved  from  the  situation  in  which  it  has  thus  been  placed. 
There  is  no  way  in  which  such  relief  can  be  afforded,  so  speedily 
and  so  appropriately,  as  by  enabling  banking  establishments  to 
form  themselves  with  partners  sufficiently  numerous,  and  with 
capitals  sufficiently  large,  to  render  them,  in   some  measure,  in- 
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dependent  of  the  conduct  of  the  Bank ;  which  has  misapprehend- 
ed the  interests  of  the  public ;  and,  therefore,  they  ought  no 
longer  to  remain  subject  to  its  power.  Their  own  interest  will 
induce  such  banking  estabhshments  to  issue  as  largely  as  they 
can,  with  safety  and  advantage,  and  they  may  always  issue  safe- 
ly and  advantageously,  for  themselves  and  the  public,  provided 
they  confine  their  issues  within  their  disposable  capital,  and  be 
always  liable  upon  demand  to  pay  in  gold  or  silver. 

Having  unfolded  as  much  of  our  sentiments  upon  banking 
establishments  as  our  limits  will  enable  us  to  do,  we  proceed  to 
the  consideration  of  other  joint-stock  companies. 

Adam  Smith  conceives  that  joint-stock  companies  are  incapa- 
ble of  maintaining  a  competition  with  private  adventurers  *,  and 
that  they  are  suited  only  to  the  trade  of  banking,  the  trade  of 
insurance  from  fire,  and  from  sea  risk  and  capture  in  time  of 
war,  the  trade  of  making  and  maintaining  a  navigable  canal,  and 
the  trade  of  bringing  water  for  the  supply  of  a  great  citv  -f. 
But  the  joint-stock  companies,  to  which  he  adverts,  were  all  in- 
corporated companies.  He  does  not  appear  to  have  been  aware, 
that  there  could  be  joint  stock  companies  of  any  other  descrip- 
tion ;  and  this  is  not  singular,  seeing  they  are  prohibited  by  act 
of  parliament.  We  shall  first  inquire,  how  this  prohibition  has 
arisen,  then  point  out  its  consequences,  and  show  that  it  ought 
to  be  removed,  and  in  what  manner. 

Nearly  about  the  same  period,  two  great  bubbles  sprung  up 
in  France  and  England,  countenanced  and  supported  by  the  go- 
vernment in  each  country,  namely,  the  Mississippi  scheme  in 
France,  and  the  South  Sea  scheme  in  England.  Both  had  simi- 
lar objects,  and  both  produced  similar  effects.  The  one  had  for 
its  object  the  purchase  of  the  national  debt  of  France,  by  means 
of  the  Mississippi  stock  and  royal  notes.  A  similar  operation  was 
to  be  performed  in  England,  by  means  of  the  stock  of  the  South 
Sea  Company.  A  sort  of  phrensy  was  produced  in  both  coun- 
tries, which,  so  long  as  it  lasted,  raised  the  stock  of  both  com- 
panies to  nearly  1000  per  cent.  The  Hue  Quinqiiampoix  in 
Paris,  and  Change-Alley  in  London,  were  crowded  by  specula- 
tors, who  conceived  they  should  make  their  fortune  by  purchas- 
ing the  stocks  of  these  companies.  The  gambling  speculations 
thus  begun  were  not  confined  to  these  stocks.  For  about  two 
years,  namely,  from  171S  to  1719,  the  parliament  of  Great  Bri- 
tain was  importuned  to  grant  powers  of  incorporation  ;  and 
schemes  for  joint-stock  companies  were  formed  for  the  most  cx- 
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travagant  purposes,  subscriptions  to  which,  even  before  any  such 
companies  were  formed,  were  sold  in  Change-Alley  as  omnium 
is,  at  the  Stock  Exchange,  at  present.  The  good  sense  of  the 
matter  evidently  was,  to  grant  no  such  powers  of  incorporation, 
and  to  leave  all  such  extravagant  fancies  to  produce  their  cure, 
which  their  consequences  would  soon  have  effected.  But  about 
this  period,  150  private  underwriters  failed.  This  gave  rise  to 
a  petition  to  parliament,  by  persons  connected  with  the  South 
Sea  scheme,  who  appear  to  have  conceived,  that,  if  they  could 
direct  the  spirit  of  speculation  which  then  raged,  solely  to  the 
purchase  of  South  Sea  stock,  that  slock  would  rise  still  higher. 
The  result  was,  the  passing  of  an  act  of  parliament  for  the  in- 
corporation of  two  companies  with  exclusive  privileges,  for  the 
purpose  of  effecting  marine  insurances  *,  in  which  the  promoters 
of  the  South  Sea  scheme  got  a  clause  introduced -j-,  which  re» 
cited  : 

"  That,  Whereas  it  is  notorious,  that  several  undertakings,  or  projects  of 
different  kinds,  have,  at  some  time  or  times,  since  the  24th  day  of  June,  1718, 
been  publicly  contrived  and  practised,  or  attempted  to  be  practised,  within 
the  city  of  London,  and  other  parts  of  this  kingdom,  as  also  in  London,  and 
others  His  Majesty's  dominions,  which  manifestly  tend  to  the  common 
grievance,  prejudice,  and  inconvenience  of  His  Majesty's  subjects,  in  their 
trade  and  commerce,  and  others  their  aiFairs ;  and  the  persons  who  contrive 
or  attempt  such  dangerous  and  mischievous  undertakings  or  projects,  under 
false  pretences  of  public  good,  do  presume,  according  to  their  own  devices 
and  schemes,  to  open  books  for  public  subscriptions,  and  draw  in  many  un- 
wary persons  to  subscribe  therein,  towards  raising  great  sums  of  money, 
whereupon  the  subscribers  or  claimants  under  them,  do  pay  small  propor- 
tions thereof,  and  such  proportions,  in  the  whole,  do  amount  to  very  large 
sums." 

Wherefore  it  was  enacted, 

"  That,  from  and  after  the  24th  day  of  June,  1720,  all  and  every  the  un- 
dertakings and  attempts  described  as  aforesaid,  and  all  other  public  under- 
takings and  attempts  tending  to  the  common  grievance,  prejudice,  and  in- 
convenience, of  His  Majesty's  subjects,  or  great  numbers  of  them,  in  their 
trade,  commerce,  or  other  lawful  affairs ;  and  all  public  subscriptions,  re- 
ceipts, payments,  assignments,  transfers,  pretended  assignments  and  trans- 
fers, and  all  other  matters  and  things  whatsoever,  for  furthering,  counte- 
nancing, or  proceeding  in,  any  such  undertaking  or  attempt,  &c.  shall  for 
ever  be  deemed  to  be  illegal  and  void,  and  shall  not  be  practised  or  put  in 
execution." 

Such  undertakings  and  attempts  are  farther  declared  to 
be  public  nuisances,  and  punishable  by  information  or  indict- 
ment :|:. 

Supposing  it  to  have  been  proper  for  the  legislature  to  inter- 
pose its  authority,  with  reference  to  such  projects,  it  is  apparent 
that  it  would  have  been  enough  to  have  prevented  the  receiving 

*  6  Geo.  I.  c.  18.  t  Ibid.  sect.  18. 
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of  subscriptions  or  selling  of  shares,  in  any  such  undertakings, 
until  a  charter  of  incorporation  should  have  been  obtained ;  or 
if  they  were  to  be  prosecuted  by  joint-stock  companies  unincor- 
porated, until  a  deed  of  covenant  or  partnership  should  have  been 
enrolled  in  His  Majesty's  High  Court  of  Chancery,  subject,  in 
either  case,  to  such  conditions  as  parliament  might  think  fit  to 
prescribe.  Such  a  provision,  however,  did  not  suit  the  views  of 
the  promoters  of  the  South  Sea  scheme,  who  wished  to  engross 
the  whole  speculation  of  the  nation  to  themselves.  But  in  mak- 
ing other  bubbles  burst  they  destroyed  their  own.  This  act  was 
passed  on  the  11th  of  June,  1720.  Their  stock,  which,  immedi- 
ately before,  had  sold  for  L.  1000  per  cent.,  fell  to  L.820  per  cent. 
at  the  opening  of  their  books,  on  the  22d  of  August  following ; 
and,  notwithstanding  many  contrivances  to  raise  its  price,  it  fell 
to  L.175  percent.  *  before  the  end  of  September  in  the  same  year. 

The  subject  of  marine  insurances  demands  a  more  particular 
examination. 

The  two  companies  that  have  been  incorporated  for  effecting 
such  insurances,  are,  the  Royal  Exchange  and  the  London  As- 
surance Companies,  to  the  exclusion  of  all  other  corporations  or 
bodies  politic,  and  all  societies  or  partnerships  whatsoever,  who 
are  "  restrained  from  granting,  signing,  or  underwriting,  any 
"  policy  or  policies  of  insurance,  or  making  any  contract  of  in- 
*'  surance  of  or  upon  any  ship  or  ships,  goods  or  merchandise, 
'*  at  sea,  or  going  to  sea  •f ." 

Provision,  however,  was  made  for  the  determination  of  these 
companies  at  any  period  within  thirty-one  years  after  their  in- 
corporation, on  three  years  previous  notice,  and  repayment  of 
the  monies  which  each  of  these  companies  advanced  to  govern- 
ment ;  and,  after  the  expiration  of  such  thirty-one  years,  a  power 
is  reserved  to  repeal  those  rights  without  any  previous  notice  or 
repayment,  if  they  should  be  judged  hurtful  or  inconvenient  to 
the  public. 

In  the  year  1810,  a  Select  Committee  of  the  House  of  Com- 
mons was  appointed,  (which  wc  had  some  share  in  bringing  about,) 
to  consider  the  act,  by  virtue  of  which  these  companies  were  in- 
corporated, and  the  state  and  means  of  effecting  marine  insu- 
rance in  Great  Britain.  In  the  report  made  by  this  committee, 
they  recommend  to  the  House  "  to  repeal  the  exclusive  privi- 
"  lege  of  the  two  companies,  but  to  preserve  to  them  unimpair- 
"  ed  all  their  chartered  rights  1."" 

*  Anderson's  History  of  Commerce,  vol.  iii.  p.  90.  101,  102;  Alacpherson's 
cilition. 

t  6  Geo.  I.  c.  18.  sect.  12.  ]  Report,  Pari.  Paper,  1810.  No.  826,  p.  2. 
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The  leading  grounds  upon  which  this  recommendation  were 
given,  were, 

■1.  That  the  object  of  the  act,  as  its  preamble  imports,  was  to 
give  the  merchants  a  security,  upon  which  they  "  would  think 
"  it  safer  to  depend  than  on  the  policies  or  assurances  of  private 
"  or  particular  persons.""  It  was,  of  course,  the  intention  of  the 
legislature  to  give  a  security  of  this  description,  co-extensive 
with  the  demands  of  trade,  and  equal  to  the  amount  of  the  in- 
surances required  for  our  commerce.  But,  from  returns  made 
by  the  two  companies  themselves  *,  it  appeared  that  the  sums 
insured  by  the  Royal  Exchange  Assurance  Company,  in  the  year 
1809,  were  only  L.3,905,755,  and  by  the  London  Assurance 
L. 2,250,000,  whereas  the  total  value  of  the  insurances  effected 
in  Great  Britain  in  that  year  amounted  to  L.l 62,538,900 -f*. 
The  comparative  insignificance  of  the  insurances  eifected  by 
these  two  companies  farther  appeared  from  the  stamp-duties  on 
marine  policies,  the  total  amount  of  which  paid  in  London  and 
in  Scotland,  in  the  year  1809,  was  L.34S,592.  ]s.  10.^d.,  of  which 
L.8i^09.  3s,  8d,  only  were  paid  by  the  Royal  Exchange  Assu- 
rance Company,  and  L.4729.  ■15s.  by  the  London  Assurance 
Company,  while  L. 17, 136.  8s,  9d,  were  paid  by  Scotland  j, 

2.  The  general  effect  of  the  exclusive  privilege  of  the  compa- 
nies has  been, 

''  To  drive  the  business  of  marine  insurance  into  a  situation  directly  the 
reverse  of  that  intended  by  the  act  by  which  it  was  conferred.  It  has  been 
obhged  to  resort  ahnost  entirely  to  individual  security,  from  the  conse- 
quences of  which  it  was  the  object  of  the  act  to  relieve  merchants  and  trad- 
ers§. 

3,  Its  effect  in  the  City  of  London  has  been, 

"  To  compel  individuals  to  assemble  together  to  underwrite  separately, 
while  it  has  prevented  them  from  associating  to  make  insurances  jointly. 
Hence,  the  establishment  of  Lloyd's  coffeehouse,  where  every  person  mean- 
ing to  underwrite  must  attend  during  the  time  necessary  for  that  purpose." 

Thus,  a  consequence,  resulting  from  this  exclusive  privilege 
is,  that  in  London  "  it  operates  as  a  monopoly,  not  only  to  the 
"  companies,  but  as  a  monopoly  to  Lloyd's  coffeehouse  ||."" 

A  consequence  resulting  from  this  monopoly  at  Lloyd's  is  the 
increased  trouble  and  expense  attending  insurances.  If  1500 
persons  (which  were  stated  by  the  underwriters  to  be  the  num- 
ber then  attending  Lloyd's  coffeehouse,)  are  required  to  do 
that  separately  which  may  be  done  by  one-fourth  or  one-fifth  of 
the  same  number  jointly,  it  follows  that  the  expense  must  be 
proportionally  increased.  This  additional  expense  appeared 
from  the  testimony  of  all  the  insurance  brokers  examined,  who 

*  Appendix  to  Report,  No.  6  and  7. 
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admitted  that  the  brokerage  amounted  to  one-fourth  of  the  sums 
paid  to  the  underwriters. 

4.  Its  effect  in  all  other  parts  of  the  Mngdom,  is  to  de- 
ny to  them  the  power  of  associating  together  for  the  purpose  of 
effecting  marine  insurances.  When,  therefore,  this  exclusive 
privilege  was  estabhshed  in  the  city  of  London,  the  rights  of 
those  who  resided  in  all  other  parts  of  the  kingdom  were  totally 
overlooked  and  sacrificed.  The  merchants  of  Liverpool,  Bris- 
tol, Hull,  and  the  other  outports,  are  by  it  denied  the  means  of 
associating  together  to  effect  these  insurances.  That  very  mode 
of  insurance,  which  the  act  itself  states  to  be  preferable  to  all 
others,  is  prohibited  in  the  outports  ! 

The  injustice  of  such  a  prohibition  is  apparent,  but  its  impo- 
licy, as  well  as  its  injustice,  is  demonstrated  by  the  fact  that,  not- 
withstanding the  prohibition  and  the  penalties  by  which  it  is 
protected,  upwards  of  twenty  known  associations  were  proved  be- 
fore the  committee  to  exist  for  the  purposes  of  marine  insurance. 

Such  were  the  leading  grounds  stated  by  the  committee  in 
their  report  to  the  house,  upon  which  a  bill  was  brought  in  to 
repeal  the  exclusive  privilege  of  the  two  companies.  It  was  lost 
upon  the  second  reading  by  a  majority  of  one,  only  twenty-five 
having  voted  for  it  and  twenty-six  against  it  *. 

The  minister  desired  that  the  matter  might  be  considered  by 
the  privy  council.  In  compliance  with  his  wishes,  a  petition 
was  there  presented,  and  referred  to  the  board  of  trade.  After 
consulting  the  ci'own  council,  that  board  made  a  report,  recom- 
mending that  the  present  charters  of  the  two  companies  should 
be  revoked,  and  other  charters  granted,  sitniil  et  semel,  without 
the  exclusive  privilege.  The  companies,  therefore,  prayed  to  be 
heard.  They  represented  that  a  great  part  of  their  stock  was 
held  in  trust  for  married  women  and  infants,  and  that,  to  revoke 
their  present  charters,  would  be,  in  truth,  to  determine  their  com- 
panies. 

An  arrangement,  which  might  form  the  ground  of  a  parlia- 
mentary proceeding,  was  contemplated  as  the  result  of  an  appli- 
cation to  the  king  in  council  by  the  minister  mIio  suggested  it. 
Unfortunately  for  his  family  and  for  his  country,  he  fell  by  the 
hand  of  an  assassin  soon  after  it  was  made.  The  companies 
showing  no  disposition  to  any  arrangement,  and  the  onlv  power 
given  to  his  majesty  by  the  act  pursuant  to  which  they  were 
incorporated  being  to  determine  them,  which  was  not  wished 
or  intended,  by  the  proceeding  before  the  privy  council,  it  was 
dropt.  The  measure  has  not  again  been  brought  forward  in 
Parliament,  but  we  trust  that,  in  due  season,  it  will  be  renewed. 

•.  Comm.  Journ.  28th  Feb.  1811. 
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The  effecting  of  marine  insurances  has  no  connection  with  the 
issuing  of  paper  money,  excepting  that  both  can  best  be  accom- 
plished by  means  of  joint  stock  companies,  which,  moreover,  may 
be  safely  left  to  form  themselves  for  any  purpose  whatever  requir- 
ing them,  subject  only  to  the  regulations  which  we  have  sug- 
gested. The  personal  responsibility  of  the  share-holders  will 
of  itself  be  a  sufficient  hmitation  of  their  numbers,  while  their 
personal  interest  will  always  stimulate  their  exertions. 

It  appears  from  the  correspondence,  the  title  of  which  is  pre- 
fixed to  our  present  article,  that,  upon  the  fourth  day  of  April  last, 
a  communication  was  made  by  the  first  lord  of  the  treasury, 
and  the  chancellor  of  the  exchequer,  to  the  Bank  of  England, 
stating, 

"  That  it  was  the  determination  of  government  to  propose  to  Parliament, 
after  the  Easter  recess,  to  continue  the  act  of  the  56th  Geo.  III.  c.  21, 
which  suspends  the  penalties  upon  the  circulation  of  notes  under  L.5  value, 
till  the  month  of  August,  1833."  Also  "  to  propose  to  Parliament,  to  con- 
tinue to  the  Bank  of  England  their  exclusive  privileges  to  1843,  as  far  as 
respects  the  numbers  of  partners  to  be  concerned  in  any  bank  within  50  miles 
of  London,  provided  the  Bank  of  England  will  forthwith  relinquish  the  same 
exclusive  privilege  as  to  all  parts  of  England  not  within  that  distance.''  It 
farther  appears  that,  "  after  full  consideration,  the  court  of  directors  had  re- 
solved to  accede  to  the  proposition  in  case  it  should  meet  with  the  approbation 
of  the  court  of  proprietors/'  who,  at  a  court  held  a  few  days  afterwards,  "  au- 
thorised the  governor  and  deputy-governor  to  proceed  in  the  negociation,  and 
to  take  measures  to  carry  the  same  into  effect." 

But,  from  causes  unknown  to  us,  this  measure  was  not  prosecut- 
ed last  session.  We  trust,  however,  that  another  session  of  par- 
liament will  not  be  suffered  to  pass  away  without  its  accomplish- 
ment, because  we  are  persuaded  that  it  will  afford  the  safest 
as  well  as  the  most  effectual  relief,  to  the  agricultural  and  every 
other  interest  in  the  state,  and  if  some  alterations  in  our  fiscal 
and  political  economy  which  we  have  suggested  *,  and  some 
others  which  we  may  recommend,  shall  be  made,  we  hope  to  see 
this  country  reach  a  pitch  of  prosperity  which  it  has  not  yet 
attained.  We  have  derived  encouragement  in  our  labours  from 
the  adoption  of  our  suggestions  in  the  case  of  the  Salt  Laws,  where 
government  has  done  more  than  what  we  ventured  to  expect. 
From  the  impulse,  however,  which  will  be  given  to  the  operations 
of  general  industry  by  the  reduction  of  the  salt-duties,  we  enter- 
tain a  confident  expectation  that  any  diminution  which  may 
take  place  in  this  branch  of  the  public  revenue  will  be  more  than 
compensated  by  its  increase  from  other  sources,  while  the  means 
of  paying  that  revenue  will  be  still  more  increased. 

*  No.  II.  Art.  15.    No.  III.  Art.  11.     No.  IV.  Art.  5.     No.  VI.  Art.  8. 

FINIS. 


^'S%l->v'^r 


mm 


;./<; 


UNIVERSITY  OF  ILLINOIS-URBANA 


3  0112  062406811 


